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ORDER TO SHOW CAUSE ESTABLISHING 
MAINLINE SERVICE MAIL RATES 

Summary 
By this order, the Department proposes to establish new intra-Alaska mainline mail rates 
for the year ending September 30, 2005. The rates that are currently in effect were 
established by Order 2003-1 1-2. The cost pool comprises the bulk of mainline carriers in 
Alaska, and consists of Alaska Airlines (AS), Lynden Air Cargo (LAC), Northern Air 
Cargo (NAC), and Tatonduk Outfitters, Ltd., d/b/a Everts Air Cargo (EAC). In this order, 
for the first time, we are basing the long-term cost trend on data from all four carriers, 
rather than just AS and NAC, because we now have historical data for the two other 
carriers. 

~. 

Background 
Since mail rates are made effective on a final, prospective basis, but are based on historical 
costs, we must estimate what costs will be in the forthcoming year. Since 1997 we have 
estimated the increasing costs based on a ten-year moving average that only included NAC 
and AS, the only two carriers in the cost pool. Order 2000-1 1-9 first added EAC and LAC 
to the annual cost pool, but since we had no prior data for them, we determined the long- 
term trend based solely on the costs of AS and NAC. We now have five years of data for 
EAC and LAC, and so will include their data in determining the long-term cost trend.' 

The proposed rates, contained in Appendix A, reflect the application of cost adjustment 
factors, developed in Appendix B, to the basic mail rate structure established by the Civil 
Aeronautics Board in Order 82- 1 1-23. We have used the carriers' reported operating 
expenses for the YE 3/3 1 /04, and have increased their unit costs to the mid-point of the new 
rate period, based on the long-term (5-year) average annual changes in unit costs for all four 
carriers. 

~- ~ ~ - _ _ _  

We discussed making this adjustment in Order 2003-1 1-2. 
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Linehaul, $/RTM 

Results of the Updated Data 
The proposed rates differ from the rates currently in effect by the amounts shown in the 
following table: 

Order 2003-1 1-2 Proposed Percentage 

Priority $2.284 5 $2.4457 7.06% 
NonPriority $1.3830 $1.4806 7.06% 

Thru 9/30/04 Thru 9130/05 Change 

- 
Terminal, $/Pound Enplaned Priority $.28 13  $.2760 -1.88% 

NonPriority $.2417 $.2371 - 1 .go% 

The combination of the proposed linehaul and terminal charges produces proposed rates for 
the YE 9/30/05 that are 3.21 percent higher than those in effect for the current period for a 
465-mile 4 average length of haul. 

General Matters 
We have limited the historical data for computing the long-term trend in order to ease the 
reporting burden on EAC and LAC and still provide the basis for a reliable trend analysis. 
We anticipate lengthening the period for the trend as additional results are reported. After 
reviewing ERA’S data, we have decided to exclude them from the calculation of both the 5 -  
year trend and the most recent annual costs because ERA transported only 57,427 revenue 
ton miles of mail with its mainline equipment in the YE 6/30/03, or about 0.2% of total 
mail revenue ton miles. 

The regression results are shown in Appendix D. Order 2003-8-8, Appendix D, found a 
long-term annual increase for the linehaul of 4.66 percent, and 2.98 percent for the terminal. 
This compares to 5.95 percent and 1.94 percent in Appendix D. There are a number of 
factors that have an impact on these different results: a more recent year of data, the 
addition of two carriers (EAC and LAC) to the regressions, and the elimination of four 
years of earlier data in a ten-year trend. Although the results are not substantially different, 
methodologically it is better to include all significant, reliable data, and thus we tentatively 
conclude that the new methodology is an improvement. 

Finally, ‘we are continuing to use the methodology first implemented in Order 2001 - 1 1-9 of 
weighting carrier costs by the amount of mail carried by aircraft type. 

Other Matters 
On May 24,2004, Northern Air Cargo petitioned the Department to re-introduce quarterly 
fuel updates. The results for the QE March 31,2004, the quarter with the most recent data 
set available, reflect an increase of only about two percent over fuel costs for YE March 3 1 , 
2004. However, it is clear from preliminary data that fuel costs spiked in QE June 30, 
2004. We will address the need for quarterly fuel adjustments after all of the carriers report 
their second quarter results. While we have tentatively set final rates in this order from 
-~ ~ ~ 

Any difference in percentage change between priority and non-priority is due to rounding. 
The proposed linehaul rates above are the sum of non-fuel linehaul expense, with a 5-year average inflation 

27,427,337 RTMs of mail divided by 58,992 tons enplaned of mail from Appendix C. 
factor applied, plus uninflated h e 1  expense. 
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October 1 , 2004, through September 30,2005, parties need not object to this order if their 
only concern is adding a quarterly fuel update, which we will separately address in a future 
order. 

ACCORDINGLY, 

1. We direct all interested persons to show cause, no later than twenty (20) days after the 
date of service of this order, why the Department should not adopt the foregoing tentative 
findings and conclusions and fix, determine and publish the proposed final rates specified in 
Appendix A for the period October 1,2004, through September 30,2005, or until further 
order of the Department, whichever occurs later. Vague or unsupported Answers that do 
not include all proposed adjustments and backup data will not be accepted; 

2. If no objection is filed within the designated time, or if timely filed objections raise no 
material issues of fact, we will deem all further procedural steps waived, and this order will 
become final; 

3. This docket shall remain open until further order of the Department; and 

4. We will serve this order upon all parties on the Service List for this Docket. 

KAR4N K. BHATIA 
Assistant Secretary for Aviation 

and International Affairs 

(SEAL) 
An electronic version of this document is available 

on the World Wide Web at http://drns.dot.novt 

http://drns.dot.novt
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